Taxing Ourselves is a treasure trove of accessible information about the nature and history of our tax system, the fundamental tax policy issues, the evidence economic analysis and research has brought to bear on it, and the potential advantages of, and problems associated with, both radical and incremental tax revision.
The momentum for fundamental tax reform has slowed since this book was written, but the book is by no means obsolete. The first half of the book is devoted to understanding the current tax system and the framework for assessing that system. Chapter 2 is a survey of the U.S. tax system, which includes statistical data on the size of the U.S. taxes relative to output and relative to other countries, historical information, and an extensive discussion of the structure of the current income tax. In this chapter, the authors show that many of the perceptions commonly held about the U.S. tax system are incorrect. For example, international comparisons indicate that the United States would be classified as a low-tax country. Historical comparisons show that the personal income tax, while fluctuating from time to time, continues to be about the same eight percent of gross national product that it was in the early 1950s, while the corporate tax has fallen quite a bit. This chapter is useful to anyone seeking familiarity with the tax system, regardless of the reason for such an interest.
The next three chapters are an overview of the basic criteria for judging a tax system: fairness, economic prosperity, and simplicity and compliance. Each of these chapters is an excellent treatment of the topic. The chapter on fairness communicates much of the basics that would be presented in a public finance textbook about tax incidence and concepts of vertical and horizontal equity, but it is simplified for the layman and spiced with anecdotes and illustrations to make it more readable. The chapter on economic prosperity similarly presents fundamental material in a readable fashion; it also does an excellent job of explaining the errors in many common myths about the economic effects of taxes. The authors are also to be congratulated for devoting considerable attention to tax administration and compliance, which is often largely ignored in other books on the tax system, as well as in the tax policymaking process. (Slemrod, of course, is a leading authority on this subject.)
In the second half of the book, the authors turn to tax reform, evaluating proposals and elements of proposals within the framework of the previous discussion. Chapter 6 addresses the fundamental elements of a number of tax reform proposals: a single rate, a shift from an income-based to a consumption-based tax, and general base broadening. The following chapter outlines and discusses the four major consumption tax proposals: the retail sales tax, the value-added tax (VAT), the flat tax, and the personal consumption tax. The next chapter discusses income tax reform, and the final chapter is a sort of "beware of the charlatans" section that is intended to guide the reader through sorting out the popular debate.
The authors recognize and discuss many of the barriers to tax reform. Chapter 7 concludes that most of the consumption taxes are not likely to be acceptable: the retail sales tax because it cannot be administered, the VAT because of its distributional effects, and the personal consumption tax because of its complexity. Those observations are warranted. Indeed, even if the VAT and retail sales tax were otherwise acceptable, the shock of transferring massive amounts of tax liability from individuals to firms with the VAT and retail sales tax is an additional serious barrier to enactment.
The authors do suggest, however, that the flat tax is feasible. But, the flat tax, while avoiding the shortcomings of the other tax proposals, has a problem that is just as serious. It can produce, absent transition rules, a confiscatory tax on wealth for highly leveraged assets. Transition relief would, however, so narrow the short-run tax base that tax rates would have to rise too high. And all of these proposals face the same problems of the creation of winners and losers as does broad-based income tax reform; these problems are simply additional barriers to change.
The authors subsequently do raise serious questions about the flat tax, but at the end of the income tax revision chapter.
In any case, while the discussion of shifting the tax base to consumption is interesting and challenging, its ultimate relevance to policymaking is not clear.
Although the authors do a service in leading readers through the complications surrounding a shift to consumption taxes, a little more attention could have been devoted to policies, fundamental or incremental, that are more likely to be feasible and that involve reforming the income tax system. Of course, one book cannot do everything. Nevertheless, there are several areas in which a more intensive focus on income tax reform might have been helpful.
The CBIT, the very innovative proposal for a comprehensive business income tax developed by the Treasury, has enormous potential to both simplify the tax system and make the tax treatment of capital more neutral. This proposal to collect all taxes on capital income from businesses deserves more than a paragraph in the book and more attention from other tax scholars, who have barely paid attention to this idea. Indeed, the CBIT could accomplish all of the simplification in complying with the tax of the flat tax for most taxpayers, because it eliminates the reporting of passive capital income on the personal level. The need for most inflation indexing would disappear, because interest and capital gains would no longer appear as items of income and deduction. The CBIT, like the flat tax, faces adjustment costs, but on a more modest scale.
Even the CBIT may be too much of a change. But partial steps toward the CBIT (such as allowing a dividend exclusion in exchange for a reduction in
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the share of interest deducted) might yield considerable efficiency gains and pave the way for further reforms.
A more extensive discussion of the problems of measuring business income in an income tax framework would also have been useful. For large multinationals, the treatment of foreign source income is a problem both for administrative and efficiency reasons. For smaller firms, inventory accounting is a problem. Few economists find much merit in the Alternative Minimum Tax (AMT), which layers another depreciation system on top of the current one. There are reforms in these areas that might be feasible. And for all firms, a move to conform state corporation taxes with the federal tax base-and even allow the federal government to collect and share the tax-would enormously simplify the compliance and administrative costs.
Few of the itemized deductions stand up well under scrutiny, and the charitable contribution seems to be the one most favored by the authors. But they left the impression, perhaps unintentionally, that these transfers benefit the poor. That clearly is not the case: only a tiny fraction of most private charitable transfers go to the poor, and they almost never do in the form of cash transfers. Charitable contributions are used to pay for club goods (the most important being religious services and functions), transfers to nonprofit organizations whose benefits accrue particularly to the donors (private universities, art museums, and so forth), and other privately motivated activities.
There is an inefficiency associated with charitable contributions, because of free rider problems, but it is not at all clear that the government would choose to subsidize the particular organizations that receive charitable donations.
Given the weakness of the case for most itemized deductions, including charitable contributions, methods of reducing, if not eliminating, these deductions might be an important focus. Floors or caps would be a possibility. The authors do suggest a good proposal to reduce the importance of itemized deductions, especially given the popularity of these tax breaks: convert personal exemptions for the adult taxpayers to a standard deduction, which would shift many more taxpayers into the standard deduction. (The revenue savings could be used to increase further the new standard deduction.)
The exclusion of health insurance received mixed reviews by the authors, and that is probably reasonable. Although the exclusion of health insurance from income of employees subsidizes those with higher marginal tax rates and encourages first dollar coverage, it is also true that, absent a comprehensive national health insurance plan, the market failures in private health insurance are so severe that we may, indeed, wish to encourage firms to provide private insurance. Moreover, since the economic cost of insurance varies by age, sex, and many other factors, it is difficult to know how to fairly impute the value of private health insurance. Why not use the tax mechanism to shape employer financed health plans in a way that would be more efficient (e.g., requiring high deductibles)?
Private pensions, another important tax subsidy, are also difficult to assess. Many of the payments are not marginal; nevertheless, the private pension system plays an important role in aggregate retirement, and, for defined benefits plans, there are problems with allocating benefits. Such plans could, however, be improved. For example, defined benefit pension plans need minimum payments (to assure the economic health of the pension trust) and maximum payments (to prevent use as a tax shelter). The current rules are a morass and there are surely simpler approaches (e.g., imposing a tax on earnings on excess contributions).
Related to these topics, tax simplification should be considered an important priority. The authors address a number of ways in which simplification and compliance could be accomplished, including the possibility of a return-free system. Moreover, the simplification focus suggests that itemized deductions are a better tax reform target than fringe benefits.
Finally, while this book is technically correct in its characterization of theory and evidence in virtually every instance, there is one important case where the authors err. On p. 179, the authors suggest that the existing tax on capital income is not large, with the evidence for that claim being that the switch to a consumption tax base would alter the tax base very little. But that is simply because the savings rate is a small part of income, a feature that is to be expected. Thus, the consumption tax base can easily be 90 percent or more of the income base regardless of the tax rate on capital income. Indeed, in any particular year, the income tax base relative to the consumption base can be unusually low due to economic contraction, or legislatively-induced transitory variations in the tax base, so that it is possible for the consumption base to exceed the income base at times. But this observation does not prove that capital income taxes are not significant; to determine whether they collect revenue, we need to measure the capital income base, which would be done by comparing the current base to a wage, not a consumption, base. There is ample reason to believe that capital income taxes, although differing across assets, are significant, both on average and at the overall margin.
But this error and the need for more detailed discussion of income tax reforms are essentially minor flaws in what is, altogether, a very impressive and valuable contribution. Taxing Ourselves is a volume that summarizes the tax system, explains the criteria for evaluating taxes, exposes myths and misrepresentations, and explains the advantages and disadvantages of the options; it does all of this in straightforward language that will appeal to interested readers regardless of their backgrounds.
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[Note from the editor: The choice of reviewer for this book, and all substantive editing of the review, was delegated to Don Fullerton, whom I thank for taking on this chore.]
